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1. CONSUMER PRICE INDEX (CPI) ROSE 3.5 PERCENT DURING JANUARY, AND 
FURTHER SIX PERCENT DURING EIRST WEEK IN FEBRUARY, MAINLY DUE TO 
INCREASES IN CONTROLLED PRICES OF FOODSTUFFS AND CANCELLATION OF 
SUBSIDIES (REE A). MAGNITUDE OF IMPACT ON CPI COMES AS SHOCK; IT 
ENSURES THAT RISE IN CPI DURING FEBRUARY WILL BE HIGHEST BY FAR 

IN ISRAEL'S HISTORY. IT CAN BE EXPECTED TO STIFEEN LABOR DEMANDS 
FOR HIGHER WAGES AND/OR OTHER COMPENSATION IN EORTHCOMING CYCLE 
OF BIENNIAL WAGE NEGOTIATIONS DUE BEFORE END OF MARCH. IN THIS 
RESPECT TIMING COULDN'T BE WORSE. 

2. WITH 10 PERCENT RISE IN CPI DURING FIRST TWO MONTHS, WE MUST 

NOW WRITE DOWN 25 PERCENT ATTAINED LAST YEAR AS ABSOLUTE MINIMUM 
CALCULATION FOR 1974; MUCH MORE LIKELY IS 30-35 PERCENT. WE 
MUST ALSO EXPECT PRONOUNCED EFEECT ON BALANCE OE PAYMENTS; IMPORTS 
WILL SOAR AND EXPORTS WILL BE RETARDED TO SIGNIFICANT DEGREE. 

3. IN ADDITION TO IMPACT ON OVERALL ISRAELI ECONOMY, INFLATION 
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WILL HAVE MAJOR IMPACT ON EMBASSY'S BUDGET DURING COMING YEAR. 
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